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HE State legislatures that have met so far in 1958 during the course of the current recession 
have restricted action, in most cases, to meeting only foreseeable needs and have postponed 


long-range action to later sessions. 


Such action was based on several factors. Most 
states are optimistic about economic conditions. Gen- 
erally, the long term upward trend in the economy 
which has marked the post-war period is expected 
to reassert itself, restoring the upward climb in state 
tax yields. Several states are awaiting results of spe- 
cial state tax studies to guide them in making major 
overhauls of the state tax structure. All but two of 


ation, however, led many of the governors to exert 
a tight rein on spending proposals. As a result, the 
rate of increase over previous budgets has been slowed 
and some signs of leveling off in state expenditures 
can be noted. The rate of increase in the budgets 
proposed this year is generally less than 10 percent, 
in contrast to 10 to 20 percent increases in the past 


the legislatures meeting this 
year are scheduled to meet 
again in 1959 when they can 
see better the impact of the 
recession. The dip in the 
economy did not make its full 
impact felt on 1958 sessions 
since some of the trends be- 
came apparent only in late 
spring, after most legislatures 
had adjourned. 


Fourteen of the 18 budgets 
submitted to 1958 state legis- 
latures proposed greater 
spending for the next budget 
period than for the preceding 
one. Most of these budgets 
were the largest ever con- 
sidered by the states. The un- 


2 certainty of the economic situ- 


This Issue in Brief 


In covering developments in special and 
regular sessions of the state legislatures 
that have met so far this year, this Review 
determines that the recession’s onset 
brought about “some signs” of a leveling 
off of state expenditures for the first time 
in recent years. 


However, it notes, this may only be a 
breathing spell. Since 1952, general rev- 
enues of the states have lagged behind 
expenditures, cushioned by the surpluses 
acquired earlier and by bond financing. 

The virtual disappearance this year of 
these surpluses, it is felt, means that most 
states in 1959 must look to increased tax 
revenue in order to balance their growing 
budgets. 

Earlier this year, the Foundation issued 
a study of the states’ financial picture over 
a 10-year period ending in 1957. This 
Review covers developments in 1958. 





two years and 15 to 25 per- 
cent increases in the early 
post-war budgets. 


Total state general expend- 
itures in the fiscal year end- 
ing June 30, 1958 will prob- 
ably reach a record total of 
$23.2 billion, an increase of 
11 percent above 1957, de- 
spite administrative efforts in 
many states to check rising 
expenditures and keep them 
within faltering revenues. A 
15 percent cut in current ex- 
penditures was ordered by the 
state of Washington, while a 
10 percent reduction was im- 
posed in the states of Con- 
necticut and Montana. 
Michigan’s governor ordered 
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stringent economies in the state government opera- 
tion, including not filling job vacancies. 


Factors Behind Budget Increases 


A number of factors responsible for continuing 
increases in state expenditures were mentioned in 
the governors’ budget messages. Many of these are built 
into current and proposed state budgets and consti- 
tute a block to lower expenditure levels. Among the 
more important are: inflation, population growth, 
changing age distribution of the population, pay in- 
creases and other benefits for state and local gov- 
ernment employees, expanded Federal-aid programs 
and backlogs of public works. As was pointed out by 
the Governor of Rhode Island, simply maintaining 
the same level of governmental services in the next 
budget period would require some increase in appro- 
priations due to inflation. 


In many states the real budgetary pinch will come 
in the 1959 fiscal year, partly because many state 
programs will require even larger outlays than in the 
fiscal year ending June 30, 1958. 


A barometer of state finances is provided by the 
fiscal messages presented by governors of 21 state 
legislatures which have met thus far in the year to 
consider state finances. Seventeen states met in regular 
budget session (7 were later recalled for special fiscal 
session), and a special budget session was called in 
still another state. Three additional states called spe- 
cial sessions to consider various fiscal matters. 


Only Kentucky’s governor proposed a reduction 
in a major state tax. Eleven governors proposed higher 
rates on current levies or new taxes, at regular budget 
sessions, more than have done so in previous “off 
years.” A Federation of Tax Administrators’ survey 
indicated that other tax proposals presented to 1958 
legislatures were also more numerous than is usual 
in recent “off year” sessions. The other six budgets 
proposed at regular budget sessions were to be bal- 
anced by use of available reserves and current revenue 
sources. 


This year apparently will mark the virtual disap- 
pearance of general fund balances as a source to 
balance state budgets. California, Massachusetts, 
Michigan and New York will almost exhaust the 
surpluses accumulated in earlier years, and balances 
will be reduced substantially in Colorado, Maryland 
and West Virginia. Additional revenues from taxes 
recommended to balance the proposed budgets in the 
11 states where higher taxes were projected, ranged 
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from 3 percent of the budget in New York ($45 
million) and 5 percent in South Carolina ($7 million), 
to 27 percent in Maryland ($39 million) and 47 
percent in West Virginia (more than $50 million). 


The income tax received considerably greater em- 
phasis in the governors’ messages than usual in the 
post-war period. Only Arizona’s governor, of the 
eleven who proposed higher taxes, did not include 
a recommendation for a new income tax or increased 
rates on current income taxes. Higher retail sales 
tax rates were recommended in only two states, but 
increased highway user taxes and higher levies on 
cigarette sales were proposed in three states each. 
Alcoholic beverage tax rate increases were requested 
by several governors. 


Declining Tax Yields Reported 


In addition to adopting many of the proposed 
measures for increasing taxes, several states are seek- 
ing additional revenue from the present tax system 
by tightening administration and collection of state 
taxes. Georgia and Pennsylvania have ordered crack- 
downs on delinquent taxpayers. The state of Wash- 
ington has 15 auditors examining records of out-of- 
state corporations to determine their liability for state 
corporation taxes. Governors of Michigan, New York 
and New Jersey requested additional funds for im- 
proved collection of state taxes. South Carolina 
adopted withholding of state income taxes from non- 
residents. Colorado installed a pay-as-you-go system 
for income taxpayers not subject to withholding. 
Reciprocal arrangements with Federal tax officials 
were recently authorized in Massachusetts to help 
tighten tax administration. 


The impact of slackening economic activity has 
been felt unevenly in terms of state revenues for the 
fiscal year ending July 1, 1958. Thus, while total state 
general revenues will probably reach a record total 
of $22 billion and total state tax collections will reach 
a high of $15.3 billion, most states will report that 
revenues seldom exceeded previous estimates for fiscal 
1958. Several states will note a decline for the first 
time in the post-war period. Over one-third of the 
states reported declining tax yields for the first six 
months of the current fiscal year and more recent 
reports indicate that several others are also expe- 
riencing declines. 


Generally the states hardest hit are those which 
depend heavily upon the general sales tax. For ex- 
ample, bad weather and recession have combined to 
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Table | 
MAJOR TAX CHANGES IN 1958 





NEW TAXES 


Kentucky A constitutional amendment to be submitted to voters in November 1959. Would authorize levy of 
sales tax to pay veterans’ bonus bonds. 


Maryland Overrode 1957 gubernatorial vote to pass a 3 cents per pack cigarette tax, affective June 1, 1958. 
Earmarked to pay $400 per year increase in public school teacher salaries. 


Utility franchise tax to replace measure declared unconstitutional. Rate of 4 percent is for 1958 and 
1959 only, with a one-sixth reduction allowed in 1958. 


New Jersey 1.75 percent corporation income tax effective on corporate fiscal years beginning after July 1, 1958. 


INCREASED RATES 


New Hampshire 











effective on 1957 income. 





In an omnibus tax bill the business corporation income tax is extended at 5 percent and the bank 
tax is raised from 4 to 5 percent, with a 10 percent surtax applying to both taxes on 1958 income. 
Beginning June 1, 1958 the cigarette tax became 5 cents per pack (from 3 cents), the motor fuel 
tax was raised from 4 to 6 cents per gallon, the pari-mutuel tax was increased 1 percent to 8 percent 
and the taxes on beer and distilled spirits were substantially increased. 


Rhode Island — Island 


South Carolina Instituted withholding of personal income taxes from non-residents. 


Discontinued the 5 percent reduction on its business and occupation tax and increased its insurance 
premiums tax. 


West Virginia 


Colorado 15 percent credit on personal and corporation income tax allowed to lapse. Corporation franchise 
tax increased and allocation formula revised. Installed pay-as-you-go for personal income taxpayers 
not subject to withholding. 

Kansas Increased personal and corporate income, general and liquor retail sales taxes by 0.5 percent. 
Personal income rates range now from 1.5 to 4.5 percent and corporate rate is now 3.5 percent. Both 
effective on tax years beginning after 1957. Retail sales tax rates are 2.5 percent, effective June 1, 
1958. 

Kentucky | Increased heavy truck registration fee. 

Maryland Both personal income and retail sales tax rates increased from 2 to 3 percent. Former applies to 
tax years beginning after 1957; latter change begins January 1, 1959. The sales tax on farm machinery 
will be 2 percent. Registration fees for heavy trucks were upped. 

Mississippi | Cigarette tax raised from 5 cents to 6 cents per pack and tax on cigars raised proportionately. 

New Jersey | Upped gasoline tax from 4 cents to 5 cents per gallon. 

New York | By allowing its tax credit of up to $35 to lapse, the state increased the individual income tax, 

| 





REDUCED RATES AND ABOLISHED TAXES 





Reduced the personal income tax by increasing the tax credit from $12 to $13. Abolished the state 
amusement admissions tax. 


Kentucky 


Mississippi The effective rates of the following taxes were reduced when the 14 percent surtax was allowed to 
expire June 30, 1958: personal and corporation income, estate and oil and gas severance taxes, and 
privilege taxes on finance companies, insurance license and oil distributors. 
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hit Florida’s tourist business hard. Revenue from new 
and adjusted sales taxes imposed in 1957 is running 
behind expectations. The Florida state auditor reports 
that the state government is “in the throes of agony” 
trying to determine where to trim expenditures. 


Threatened by a possible $27 million deficit in 
the current budget, Delaware’s December 1957 spe- 
cial session adopted a new corporation income tax 
and boosted rates of several major taxes. Michigan, 
caught in the squeeze of falling revenues and un- 
expectedly high construction costs, said its cash bal- 
ance dropped to $2 million recently. The 1958 state 
budget may show a deficit of $33 million. 


General fund revenues in New York for the fiscal 
year ending March 31, 1958 were $19.5 million 
below estimates. California’s revenues for the first 
nine months of fiscal 1958 were $7.6 million below 
budget estimates, due mainly to a decline in sales 
tax yields. Ohio’s 1958 revenues were 8 percent be- 
low estimates, largely due to a drop in sales tax 
receipts. 


March tax collections in Louisiana dropped 3 per- 
cent under those of a year ago. Texas state revenues 
are $5.7 million under estimates for the current fiscal 
year ending August 31, 1958, with the biggest share 
($3.5 million) coming on the decline of the oil pro- 
duction severance tax. 


10 States Enact Tax Changes 


No clear picture of income tax trends is yet avail- 
able, since reports on most states await processing 
of returns filed in April. Increased consumption and 
increased tax rates have raised state revenues from 
motor fuel and tobacco sales taxes, but the percentage 
increase in revenues in most states is smaller than 
the increase of 1956 over 1955. 


The strong showing of the personal income tax 
has brought Kentucky general fund revenues for the 
first nine months of the 1958 fiscal year slightly above 
estimates. Virginia foresees a substantial surplus for 


the budget year ending June 30, 1958. New Hampshire — 


and several other states report that reyenues are run- 
ning ahead of estimates, but that expenditures, notably 
for welfare and unemployment compensation, are also 
increasing. 

Ten of the 21 state legislatures which have met to 
consider tax measures in 1958 regular or special 
sessions have enacted important tax changes. Three 
states have adopted new taxes, one state repealed a 


tax, two reduced tax rates, nine increased rates of 
one or more major taxes, and one adopted withhold- 
ing of non-resident income taxes. Major changes in 
income taxes were made in eight of the ten states. 


Between 350 and 400 state tax laws have been 
passed thus far this year, about the same number 
as were passed in all of 1956, when 38 state legis- 
latures were in session. Several legislatures are still 
in session at the time of writing, and others may 
meet in special session later, promising to raise the 
total number of tax laws to a new high for “off-year” 
sessions. As is usual, almost half of the measures 
passed this year dealt with business and occupation 
licenses and corporation qualifying and franchise fees. 
More than one-fourth of the changes affected state 
property tax laws. State income taxes were the sub- 
ject of 13 percent of the tax measures passed thus 
far, indicating a greater attention to this type of tax 
than usual. General and selective sales taxes were not 
important subjects of state tax laws in 1958 sessions, 
in contrast to earlier post-war years when they were 
one of the most active subjects of legislative activity. 


Major Tax Changes 


The major tax changes enacted thus far this year are 
shown in Table I. After much debate, the New Jersey 
legislature agreed upon a new corporation income tax 
to supplement the present franchise tax, thus be- 
coming the 34th state to impose a general corpora- 
tion income tax. Maryland’s legislators overrode a 
1957 governor’s veto to enact a cigarette tax. The 
state is the 43rd to impose such a levy. 


In a special session this year a new utility franchise 
tax was adopted in New Hampshire to replace a tax 
declared unconstitutional by the state’s supreme court 
in 1957. The levy is imposed for 1958 and 1959 
only with a special commission to report to the 1959 
legislature its recommendations for a permanent tax. 


Kentucky’s regular 1958 session approved for sub- 
mission to the voters in November 1959 a proposed 
constitutional amendment which would permit the 
levying of a sales tax and a bond issue to finance a 
veterans’ bonus. Proceeds of the sales tax would 


be. earmarked for repayment of the bond issue over 


the next 30 years. In other changes made by the 
1958 session, the state amusement tax was abolished, 
the individual income tax rate was reduced by a 
measure which increased the tax credit, and registra- 
tion fees on heavy trucks and semi-trailers were in- 
creased. 


By failing to extend a 14 percent surtax beyond 
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its expiration date of June 30, 1958, the Mississippi 
legislature reduced the effective rates on several taxes. 
The state sales and use tax was substantially re- 
written, with the rate remaining at 3 percent, but the 
cigarette and cigar taxes were increased. 


Legislatures in three states have raised tax rates 
by failing to extend temporary tax abatements. New 
York dropped its individual income tax credit and 
Colorado eliminated the 15 percent credit previously 
allowed on personal and corporate income. Colorado 
also instituted pay-as-you-go for income taxpayers 
not subject to withholding. The state expects to ob- 
tain up to $7 million additional revenue from this 
measure. West Virginia discontinued the 5 percent 
reduction on its business and occupation tax, increased 
its insurance premiums tax and extended a temporary 
increase in the cigarette tax. 


Sales, Excise Taxes Off 


In addition to imposing a new corporation income 
tax, New Jersey increased its gasoline tax to help 
balance the proposed budget, which included in- 
creased state funds for highways to match Federal 
funds available under the accelerated Federal-aid 
highway program. Maryland’s 1958 session increased 
the rates of both the personal income and retail sales 
taxes. These and other measures were expected to 
close the $38.5 million gap between revenues and 
expenditures in the new budget. 


After failing to agree on ways and means to balance 
the budget in the regular session, the Kansas legisla- 
ture returned in a special session and adopted in- 
creased rates designed to bring in an additional $20 
million per year. The governor’s veto was overridden, 
and the retail sales tax and a companion tax on 
retail liquor sales were increased. An omnibus tax 
bill has been approved in Rhode Island which is 
expected to yield $10 million per year to bolster the 
state’s revenues. 


Legislatures in Louisiana and Massachusetts are 
still debating possible tax changes. Sagging revenues 
in several other states make special sessions a pos- 
sibility. 

Most economists do not foresee a substantial re- 
covery in the economy before next fall and some 
predict that it may be delayed as much as 18 months. 
Almost all of the state budgets to be presented in 
1959 are now under preparation and revenues to 
support them will be based upon current yield pat- 


terns which show sales and excise taxes down from 
last year and other taxes spotty. In an area noted for 
conservatism, it is probable that state officials re- 
sponsible for estimating revenues will present con- 
servative estimates for receipts in the fiscal years 
1959 and 1960. Since existing taxes are unlikely in 
most states to provide adequately for expenditures, 
continuing or renewed interest by state administra- 
tions in all possible sources of additional revenue or 
means of financing state expenditures is strongly in- 
dicated. 


$25 Billion Revenue Need Seen 


Total state general expenditures in the 1958 fiscal 
year may well reach $23.2 billion and may go over 
$25 billion in fiscal 1959, as compared to $5.2 billion 
in 1946. After taking into account the effect of in- 
flation, state expenditures still rose 107 percent in 
the eleven years from 1946 to 1957. 


Although many factors are at work pushing the 
level of expenditures up, the rate of increase appears 
to have leveled off. This, in time, may allow state 
revenues to catch up with expenditures, but the out- 
look is dim for substantial surpluses in the states for 
fiscal years ending in 1959. 


State general revenue lags in each fiscal year since 
1952 have been cushioned by the surpluses acquired 
earlier and by bond financing. Tax increases enacted 
have usually been sufficient only to keep revenues 
from lagging further. The virtual disappearance this 
year of these surpluses means that most of the states 
in 1959 must look to increased revenue yields in 
order to balance their growing budgets. While some 
states are making greater use of bond financing, many 
are now at or near limits or unwilling to incur greater 
debt. The level of state general revenues may need 
to be increased from a probable $22 billion expected 
in the 1958 fiscal year to as much as $25.5 billion 
in order to balance expenditures in 1959. The major 
burden of this indicated increase of almost 16 per- 
cent will probably come in increased yields from 
State taxes. 


It is apparent that the states will find it increasingly 
difficult to fit expenditure programs to needs and to 
resources. The level of services provided by the states 
in 1959 and later years and the rate of increase in 


1State general expenditures include all state expenditures 
except for unemployment compensation and for operation 
of state liquor stores. 
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this level will depend on the relative pressures ex- 
erted by the external and internal forces seeking to 
expand state services and by the restraining influence 
of the increasing tightness of state funds and the 
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willingness of the states to emact new or increased 
taxes. Certainly, fiscal problems will be the most 
important problems facing the 1959 sessions of our 
state legislatures. 
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